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Purpose
1.
This paper provides background information on the financial
arrangements for the development of the West Kowloon Cultural District
("WKCD"), and highlights the concerns of members of the Joint Subcommittee
to Monitor the Implementation of the West Kowloon Cultural District Project
("the Joint Subcommittee").

Background
Financial approach to WKCD
2.
In September 2003, the Government launched an "Invitation for
Proposals" ("IFP"), which aimed at generating market-driven private sector
financing to take forward the WKCD project. However, owing to diverse
views on different aspects of IFP, the Government decided to discontinue the
IFP process in February 2006.The Chief Executive subsequently appointed the
Consultative Committee on the Core Arts and Cultural Facilities of the West
Kowloon Cultural District ("the Consultative Committee") in April 2006 to
re-examine the need of the Core Arts and Cultural Facilities ("CACF") for
WKCD and the financial implications of developing and operating these
facilities. In its Recommendation Report issued in September 2007, the
Consultative Committee recommended that CACF would comprise a total of 15
performing arts venues (12 venues for Phase I and three for Phase II), a
museum-type cultural institution called M+, an Exhibition Centre and Piazza
Areas, as shown in Appendix I.
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3.
The Consultative Committee also considered that none of the CACF
would be able to recover the costs of operation and maintenance as well as the
capital costs, and recommended the following financial approach to WKCD (a) financing the capital costs of the WKCD project through an upfront
endowment appropriated by the Legislative Council ("LegCo")
roughly equivalent to the estimated land revenue from the
residential, hotel and office part of the commercial sites within
WKCD; and
(b) vesting the retail/dining/entertainment ("RDE") part of the
commercial sites in the West Kowloon Cultural District Authority
("WKCDA") to provide a steady source of recurrent income
through rental proceeds to meet the operating deficits of CACF.
4.
Taking into account the public views received during the public
engagement exercise conducted from September to December 2007, the
Government adopted the recommendations of the Consultative Committee and
would provide WKCDA with an one-off upfront endowment of $21.6 billion as
a long-term commitment to the WKCD development, while the site for
residential, hotel and office within WKCD would be disposed of separately by
the Government through the normal land disposal mechanism at suitable timing
in future. The upfront endowment would cover the capital costs of the
components of the WKCD project in Appendix II. WKCDA would be
required to manage the upfront endowment (including investment of funds) to
ensure that there would be sufficient funds to cover the cash flow requirements
of the capital costs of the WKCD project.
Monitoring by previous LegCo
5.
In view of the Administration's plan to put up a funding proposal to
LegCo's Finance Committee ("FC") in mid-2008 for an upfront endowment of
$21.6 billion to be given to WKCDA upon its establishment, the Subcommittee
on West Kowloon Cultural District Development ("the Subcommittee")
established under the House Committee in the Third LegCo sought the approval
of The Legislative Council Commission for the appointment of Versitech
Limited (a wholly-owned subsidiary of the University of Hong Kong) as the
Specialist Advisor to assist the Subcommittee in examining the financial aspects
of the WKCD project.
6.
In its Final Report submitted to the Subcommittee in May 2008, the
Special Advisor raised a series of questions about the Administration's financial
study on the WKCD project, including the estimated escalation of the
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construction costs in the short term, level of rental income from RDE facilities,
investment return, sustainability of the project after 50 years, the use of "design
and build" approach and the mode of operation of M+. The Administration's
response to the Special Advisor's Final Report is in Appendix III. In July
2008, FC approved the $21.6 billion upfront endowment.
7.
On 4 March 2011, WKCDA announced the selection of City Park
designed by Foster & Partners as the preferred Conceptual Plan Option ("CPO")
for WKCD. According to the Administration, based on the preferred CPO, a
detailed Development Plan ("DP") is expected to be unveiled for public
consultation in late September 2011.

Members' concerns
8
The Joint Subcommittee has not discussed the financial arrangements
for the WKCD project per se. Nevertheless, members had raised related
concerns at various meetings in the context of discussing the selection of CPOs
and the latest development of the WKCD project. Their concerns are
highlighted in the ensuing paragraphs.
Adequacy of upfront endowment
9.
Members expressed concern about the adequacy of the approved $21.6
billion upfront endowment for the entire WKCD project and its financial
sustainability, as Mr Ronald Arculli, member of the WKCDA Board and
Chairman of the Development Committee under WKCDA, had told the media
that the upfront endowment might be insufficient for the entire WKCD
development.
Some members recalled that Mrs Carrie YAU, former
Permanent Secretary for Home Affairs, had assured members that the
Administration would not seek additional funding from LegCo for WKCD other
than the $21.6 billion. They asked whether the assurance would still be valid
should the phasing of WKCD proceed as planned, and whether WKCDA had
any alternative plan if the WKCD project was overspent.
10.
According to WKCDA, with the surging construction costs in recent
years, the $21.6 billion would definitely be insufficient if the construction of all
arts and cultural facilities in WKCD commenced immediately. However,
during Stage 1 Public Engagement exercise from October 2009 to January 2010,
the public had expressed support for such facilities to be developed in phases.
The WKCD development should also be flexible to accommodate the possible
changing needs and expectations of the stakeholders and society. As the
preferred CPO would be further developed into a DP for submission to and
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approval by the Town Planning Board, it was difficult to arrive at an accurate
cost estimate for the entire WKCD project and assess whether the project would
be overspent at the current stage. WKCDA assured members that it would
closely monitor the changes in the development cost and formulate appropriate
financial arrangements for WKCD based on the finalized DP, the pace of
development of CACF, fluctuation in construction prices and inflation, etc. It
would also endeavour to contain the total capital costs within the $21.6 billion,
and had no plan to seek additional funding from LegCo.
Transparency of cost estimates
11.
Members raised grave concern about the lack of information on the
financial implications of the preferred CPO and expressed worry that WKCD
would become a white elephant. In view of the public's concern over the
possible cost overrun of the WKCD project, they called on the
Administration/WKCDA to enhance the transparency of the cost estimates of
the project and particularly the financial arrangements for the arts and cultural
facilities in each phase of WKCD as soon as possible.

Relevant papers
12.
A list of the relevant papers with their hyperlinks on LegCo's website is
in Appendix IV.

Council Business Division 2
Legislative Council Secretariat
24 August 2011

Appendix II

Capital Cost of Component Parts of the
West Kowloon Cultural District Project

The $21.6 billion one-off upfront endowment to the WKCDA would cover the
capital costs of the following component parts of the WKCD project –
(a)

1

planning, design and construction of the following
facilities –
(i)

CACF – which comprise 15 performing arts venues
to be developed in two phases (12 venues for Phase
I and three venues for Phase II), a cultural
institution with museum functions
temporarily called M+ (or Museum Plus)1, focusing
on 20th to 21st century visual culture, an Exhibition
Centre with focus on arts and culture and creative
industries, and three ha of piazza areas for outdoor
performances;

(ii)

other arts and cultural facilities (OACF) – which
include
accommodation
space
for
conferences/events, etc., offices and ancillary
facilities for arts and cultural organizations/groups,
arts and cultural information centre, as well as the
WKCDA;

(iii)

retail, dining and entertainment (RDE) facilities;

(iv)

transport facilities which include an automated
people mover (“APM”) system (or other passenger
transportation system) and public car parking
facilities;

(v)

23 ha public open space including three ha of piazza
areas;

(b)

major repair and renovation of the facilities mentioned in
(a). These cover periodic major repair and renovation of
the facilities mentioned in (a) above at different intervals
over the 50–year project period;

(c)

collection,
exhibition
development,
conservation
laboratory equipment and library setup for the M+,

The M+ includes the construction and related land acquisition for off-site conservation laboratory and
storage facilities.
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which cover –

(d)

(i)

initial acquisition of
collection thereafter;

collection

and

annual

(ii)

periodic fabrication of the exhibition galleries of the
M+;

(iii)

acquisition of conservation laboratory equipment
and library setup costs;

planning of the WKCD and project management which
include the following areas –
(i)

preparation of a development plan for the whole
WKCD site. The costs include mainly consultancy,
technical studies, public consultations and related
expenses; and

(ii)

project management during the planning and
construction stage of Phase I (estimated to be seven
years from 2008/9 to 2014/15).

The other communal and government facilities and related engineering works,
such as roads, drainage, fire station, public pier, etc. which are designed to support the
whole WKCD (including residential, commercial and hotel developments) will be
undertaken by the Government.

Source: Extract from LC Paper No. PWSC(2008-09)31 issued on 18 June 2008.
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18.6.2008

Agenda
Minutes

Joint Subcommittee to
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